This paper presents an overview of the differentials in the capital structures in various industries in Japan. More specifically, we first examine how capital structures of the industries at the Tokyo Stock Exchange (TSE) First Section are different. After that, we investigate whether financial risks associated with corporate debt ratios are rewarded with higher returns within industries. Main findings from our investigations are as follows. First, we find that the capital structure of each industry at the TSE First Section is statistically significantly much different. Second, we also find that financial risks associated with corporate debt ratios are not rewarded with future positive stock returns when we exclude the effects of industrial differentials of corporate leverage.
Introduction
Capital structure is one of the traditional important research topics in corporate finance. Modigliani and Miller (1958) insisted that firms which have higher debt ratios are generally required higher stock returns. However, in the real world, corporate leverage shall be different in each industry. How is then the corporate capital structure different in each industry? Further, is the risk associated with the corporate debt ratio rewarded with higher return in the real world? We address two matters in this paper: first is the issue of the differentials of capital structures in various industries at the Tokyo Stock Exchange (TSE) First Section; second is the relationship between capital structure and stock return within each TSE industry.
With these viewpoints, the first objective of this paper is to empirically test the differentials of the capital structures in the industries at the TSE First Section. Our second objective is to test whether the financial risk connected with the corporate debt ratio is rewarded with higher stock return when we exclude the effects of industrial differentials of corporate leverage.
The contributions of this study are as follows. 1) First, we find that the capital structure of each industry at the TSE First Section is statistically significantly much different. 2) Second, we also reveal that the financial risk associated with the debt ratio is not rewarded with positive stock return when we exclude the effects of industrial differentials. The rest of the paper is organized as follows. Section 2 documents the literature review, section 3 describes our data and research design, Sections 4 to 6 explain our empirical results, and Section 7 summarizes the paper.
Moreover, Fier et al. (2013) exhibited the empirical evidence of a link between deviations from target leverage and internal capital markets activity. Schmid (2013) investigated the motives moving founders and their families to influence the capital structure decision.
In these recent studies reviewed above, Margaritis and Psillaki (2010) , Kayo and Kimura (2011) , Eisdorfer et al. (2013) , Feld et al. (2013) , and Schmid (2013) partially consider the issue of industry effects on capital structure. However, in these studies, the industrial differentials of capital structure are not the main focus of their investigations.
As understood from the above review of very recent literature, there is little empirical study that simultaneously focuses on two issues, namely, 1) the differentials of capital structures in various industries and 2) the relationship between capital structure and stock return within each industry. As stated, exploring these two issues is the objective of our study.
Data and Research Design
This section describes the data and methodology taken in this study. First, we exploit the data of the firms listed at the TSE First Section in Japan. All data are supplied by the Quick Corp. More specifically, we are interested in all firms listed at the TSE First Section; however, all characteristic information needed for our analyses is not obtained for all TSE First Section firms. Thus our full sample covers all firms whose data are enough available to implement our investigations. The sample period under our analyses is from the fiscal year of 1986 to 2012. The null hypothesis here is that the average debt ratio of each industry equals to that of the full sample, while the alternative hypothesis is that the average debt ratio of each industry does not equal to that of the full sample.
Further, + + + (− − −), + + (− −), and + (−) denote the statistical significance of higher (lower) debt ratios than overall average at the 1% level, 5% level, and 10% level, respectively.
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International Business Research Vol. 7, No. 2; 2014 Using these data, we firstly overview the equally weighted average values of corporate capital structures in various industries at the TSE First Section. Then we statistically test whether the capital structures of various industries are different from the full sample average values. Finally, we examine whether the risk connected with the level of debt ratio is rewarded with higher one-year future stock return in each industry by using pooled regressions and by excluding the industrial differential effects.
The industries at the TSE First Section analyzed in this paper are as follows; FAF: fishery, agriculture and forestry, MIN: mining, CONS: construction, FOOD: foods, TA: textiles and apparels, PP: pulp and paper, CHEM: chemicals, PHAR: pharmaceutical, OCP: oil and coal products, RP: rubber products, GCP: glass and ceramics products, IS: iron and steel, NM: nonferrous metals, MP: metal products, MACHN: machinery, EA: electric appliances, TE: transportation equipments, PI: precision instruments, OP: other products, EPG: electric power and gas, LT: land transportation, MT: marine transportation, AT: air transportation, WHTS: warehousing and harbor transportation services, IC: information and communication, WT: wholesale trade, RT: retail trade, BA: banks, SCF: securities and commodity futures, OFB: other financing business, RE: real estate, and SERV: services. Further, in this paper, the values of the capital structures, which are the focus of our analyses, are measured by total book-value debts divided by total book-value assets.
An Overview of the Industrial Differentials in the Capital Structures
First, Figure 1 exhibits the differentials of the corporate capital structures of various industries at the TSE First Section. The values in this figure are the averages of the corporate debt ratios in various industries for the period from the fiscal year of 1986 to 2012. From this figure, we graphically recognize the industrial differentials in debt ratios at the TSE First Section in Japan.
Next, describing individually, in the average values for 27 fiscal years in Figure 1 , very high average debt ratios are observed in the banks (BA) and other financing business (OFB) industries. On the other hand, very low average debt ratios are observed in the pharmaceutical (PHAR) and information and communication (IC) industries. Moreover, relatively high average debt ratios are observed in the fishery, agriculture and forestry (FAF) industry, electric power and gas (EPG) industry, and air transportation (AT) industry. Contrary, relatively low average debt ratios are observed in the mining (MIN) industry.
Further, Table 1 surveys the capital structures of the industries at the TSE First Section in time-series data. We consider that it is significantly important to read the tendency from actual data first without using any technical tools. This table shows the real data trends of average debt ratios of various industries at the TSE First Section from the fiscal year of 1986 to 2012. From the data in Table 1 , again, we understand that the levels of the capital structure vary in time-series. In addition, very interestingly, we recognize the continuous downward trend of overall average debt ratios at the TSE First Section. Again, we emphasize that the actual time-series data information displayed in Table 1 is significantly informative to grasp the tendency of the capital structure at the TSE First Section in Japan. The understanding for all industries as above shall be important base for our various related researches in the future as well.
Statistical Tests of the Industrial Differentials in the Capital Structures
Next, we examine whether the recognized capital structure differentials in industries are statistically significant. Our interest also lies in the relative relation between debt ratio dynamics of each industry and that of the overall average. To examine these issues, we perform the Welch's test, and the results are shown in Table 2 .
In this table, 'p-values of the Welch's tests' denote the p-values for the test of average value equality. The null hypothesis here is that the average debt ratio of each industry equals to that of full sample. While the alternative hypothesis here is that the average debt ratio of each industry does not equal to that of full sample. Further, in Table 2 , + + + (− − −), + + (− −), and + (−) denote the each year statistical significance of higher (lower) debt ratios than full sample average at the 1% level, 5% level, and 10% level, respectively. According to the p-values of the Welch's tests in Table 2 , in many industries, capital structures are different from that of full sample.
More concretely, statistically significantly higher debt ratios than full sample average are observed in construction (CONS), pulp and paper (PP), electric power and gas (EPG), land transportation (LT), wholesale trade (WT), banks (BA), and other financing business (OFB). On the other hand, statistically significantly lower debt ratios are observed in foods (FOOD), pharmaceutical (PHAR), metal products (MP), electric appliances (EA), and information and communication (IC). Debt ratios of the above industries are continuously higher or lower than full sample average. In addition, from this table, we also understand that in some industries, levels of capital structure largely change as time varies. 
Testing the Relations between Capital Structure and Stock Return by Excluding the Industrial Differential Effects
This section examines the linkage between debt ratio and one-year future stock return within each industry. Are debt ratios rewarded with positive returns as the general suggestion of the second proposition by Modigliani and Miller (1958) ? In addition, we note that our investigations so far imply the importance of excluding the industrial differential effects on corporate leverage to understand the real relation between capital structure and stock return. In order to clarify the actual relation between them, we use two kinds of panel regression models. First is the following model (1) with a control variable of firm size, SIZE:
In model (1), RET i,t+1 denotes the one-year future stock return of firm i in a certain industry in year t+1. Further, CS i,t denotes the debt ratio (measured by total book-value debts divided by total book-value assets) of firm i in a certain industry in year t. Moreover, SIZE i,t denotes the firm size (measured by market capitalization at the end of the fiscal year) of firm i in a certain industry in year t. Our model (1) is very simple; however, simple models generally derive variable relations more soundly. We also emphasize that not using such variables as dummy variables but using the same industry samples shall be more effective to exclude the industrial effects on capital structure.
Estimation results of our pooled regression model (1) are presented in Table 3 . As seen in this table, only in the oil and coal products (OCP) industry, iron and steel (IS) industry, and information and communication (IC) industry, corporate capital structures are positively related with their future stock returns. Contrary to this, SIZE is negatively related with the future stock returns in many industries, and this shows the well-known size effects.
We point out here that strong size effects seen in Table 3 might hide the true relation between capital structure and stock return. Therefore, in order to scrutinize the one-to-one relationship between capital structure and the one-year future stock return within each industry, we exploit the following model (2). This model includes no control variable as follows: 
The notations of variables are the same as those in model (1).
Again, we emphasize that our pooled regression model (2) is very simple; however, simple models generally derive the relations between variables more robustly. The results are displayed in Table 4 . As Table 4 shows, when we exclude the size effects observed in Table 3 , we find almost no positive relation between corporate capital structures and future stock returns. That is, our investigations reveal that, when we exclude the effects of industrial differentials of corporate leverage, we find almost no positive relation between corporate debt ratios and future stock returns at the TSE First Section in Japan.
Summary and Conclusions
This paper presented an overview of the differentials in capital structures in various industries in Japan. More specifically, we firstly examined whether the capital structure of each industry at the TSE First Section is statistically significantly different. After that, we investigated whether the financial risk associated with the corporate debt ratio is rewarded with higher stock return within industries. The findings from our studies are summarized as follows. 1) First, we found that the capital structure of each industry at the TSE First Section was statistically significantly much different. 2) Second, we also revealed that the financial risk connected with the corporate leverage was not rewarded with future return when we exclude not only the effects of industrial differentials but also the size effects.
As for the implications from our study, in the practical investments, to pursue the higher return, as far as in Japan, it may be useless to look at the corporate capital structure because the higher financial risks due to the higher debt ratios are not rewarded with higher return. While as for the academic implication, our evidence suggests that the actual relationship between the debt ratio and stock return in Japan seem to be close to the suggestion of the first proposition of Modigiliani and Miller (1958) . They documented that corporate capital structures are irrelevant to the firm values. Although the capital structure is academically important topic, however, from the practical viewpoint, looking for other firm characteristics rewarded with higher returns may have priority and this shall be one of our future works. also thank the Editor and the anonymous referees for their comments to this paper. Finally, I greatly appreciate the Editor for making the quick decision to my paper.
